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The Five Company Divisions 


EDISON BROTHERS SHOE STORES 


1,173 stores and departments 
Shoe stores: Chandlers, Bakers, Leeds, Burts, The Wild Pair; 
Leased shoe departments 


GUSSINI 


230 stores. Self-service fashion shoes 


JEANS WEST/OAK TREE 
490 stores. Jeans West: young people's casual clothing 
Oak Tree: contemporary men’s clothing 


5-7-9 SHOPS 
252 stores. Small-size junior clothing 


FASHION CONSPIRACY 
290 stores. Young women's and juniors’ 
clothing and accessories; 
Joan Bari accessories boutiques 








Edison Brothers Stores Inc. 
Founded in I9ee by Samuel B. Edison 3 Harry Edison © Mark A. Edison © Irving Edison 0 Simon Edison 











THE YEAR IN BRIEF 


Net sales 

Income from continuing operations 
Net income 

Total cash dividends 

Total taxes 


Income from continuing operations 
Net income 
Common stock dividends 
Total taxes 
Common stockholders’ equity 
in continuing operations 


Working capital 
Long-term debt 

Common stockholders’ equity 
in continuing operations 


Weighted average common shares outstanding 
Units at end of year 


1985 


$808,300,000 
21,700,000 
27,000,000 
16,300,000 
32,900,000 


Per Share 
$ 2.14 
2.66 

1.60 

3.24 


21.27 


$103,500,000 
66,700,000 


215,900,000 


10,145,000 
2,435 


1984 


$785,900,000 
28,100,000 
32,900,000 
16,400,000 
39,200,000 


Per Share 
$ 2.72 
3.19 

1.60 

3.80 


20.86 


$106,200,000 
18,000,000 


211,500,000 


10,305,000 
2,300 





% Change 


oo 


3% 
23% 
18% 

1% 
16% 


21% 
17% 
15% 

2% 


3% 


+271% 


be 


+ 


2% 


2% 
6% 





THE BOARD OF DIRECTORS 














Standing: Peter J.Solomon, Martin K. Sneider, Bernard A. Edison, Edward J. Schnuck, Harvey W. Rosen, Eric P. Newman, M. Richard Wyman 


Seated: Henry Kohn, Julian!. Edison, Lee G. Weeks, Irving Edison, Walter H. Heinecke, Andrew E. Newman, Darryl R. Francis, Michael H. Freund 


TO OUR STOCKHOLDERS: 


Our company's results for 1985 were disappoint- 
ing, but a strong turnaround began in the fourth 
quarter. Income from continuing operations declined 
22.8 percent for the year, but increased 58.9 
percent for the fourth quarter. The fourth quarter 
improvement over the fourth quarter of 1984 resulted 
largely from December sales increases and some 
improvement in markdowns. 

Sales from continuing operations were $808.3 
million for the 52 weeks ended December 28, 1985. 
This is an increase of 2.9 percent compared with 
sales of $785.9 million for the 52 weeks ended 
December 29, 1984. 

‘Income from continuing operations was $21.7 
million or $2.14 per share, adecrease of 22.8 percent 
compared with $28.1 million or $2.72 per share 
for the previous year. These figures include non- 


recurring after-tax gains of $1.1 million in 1985 and 
$1.9 million in 1984 from the sale of real estate. 
Without these gains, income decreased 21.4 percent 
to $20.6 million or $2.03 per share. 
Fourth quarter income from continuing operations 
was $11.6 million or $1.14 per share, an increase 
of 58.9 percent compared with $7.3 million or 
72 cents per share in the fourth quarter of 1984. 
Fourth quarter sales from continuing operations 
increased 7.5 percent over the 1984 period. 
Dividends on common stock were paid for the fifty- 
second year without interruption or reduction. Total 
dividends paid during the year were $16.3 million. 
In June of 1985, the stockholders voted to spin off 
the Handyman division to stockholders. The spin-off 
was completed in July. This action was proposed 
by the board of directors because it was felt that 


Handyman’s business could develop more effectively 
as a separate corporation. The separation allows 
the managements of the two corporations to con- 
centrate on their own distinctive business fields, 
increases employee incentives with separate equity 
compensation programs, and provides Handyman 
with direct access to the financial markets. 

Stockholders benefited from the larger combined 
value of the common stocks of the two corporations, 
as traded on the public markets. 

In the Edison Brothers Shoe Stores division, 
sales decreases during the first three quarters were 
somewhat offset by modest sales gains in the fourth 
quarter. Sales were down in part because the 
women's shoe fashion picture did not offer sufficient 
excitement to cause customers to buy more than 
basic wardrobe replacements. 

Markdowns in this division were higher than 
anticipated because of sluggish sales. Expenses 
increased as a percentage of sales because of the 
sales decline. This combination of factors led to a 
decrease in operating income for the year. However, 
sales improved in the December holiday period. 

Late in the year, Edison Brothers Shoe Stores 
announced plans for a reorganization aimed at 
allowing each of this division's major chains to 
develop its own distinctive marketing strategy. As 
of January 1, 1986, each chain is now headed by its 
own president, general sales manager, and general 
merchandise manager. 

Andrew E. Newman, who had been president of 
Edison Brothers Shoe Stores, has been named 
chairman of that division. In that position he suc- 
ceeds Julian |. Edison, who continues as chairman 
of the board of Edison Brothers Stores, Inc. 

Gussini sales were affected by some of the same 
women's shoe fashion factors as the other shoe 
stores. Sales in comparable stores were below expec- 
tations during the second half of the year. Because 
of poor sales in the fall, increased markdowns in the 
fourth quarter, and the developmental and organi- 
zational costs of the rapid growth of this new division, 
Gussini experienced a moderate loss for the year. 

Edison Brothers Apparel Stores overall sales 
increased, but operating income was off slightly from 
record levels in 1984. 

Jeans West/Oak Tree sales increased, but operating 
income declined somewhat from 1984. 

5-7-9 Shops sales increased again, after out- 
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standing performances in 1983 and 1984. Operating 
income was approximately the same as In 1984. 

Despite a small increase in store-for-store sales, 
total volume decreased somewhat at Fashion 
Conspiracy. Operating losses were trimmed 
substantially (exclusive of real estate gains). Gross 
margins were dramatically improved as these stores 
achieved increased sales of merchandise at regular 
price and reduced their dependence on promotions 
and markdowns to generate sales. 

During the year, Edison Brothers opened 194 new 
stores, including 30 Jeans West/Oak Tree stores 
in locations acquired from NATCO (National Shirt 
Shops) and 29 Gussini stores in locations acquired 
from Shoe Tree. We closed 59 stores, for a year-end 
total of 2,435 units in operation. We expect to open 
about 100 stores in 1986. 

Our new corporate headquarters building was 
completed in 1985 and now is the home for all 
divisions except Gussini, which maintains its head- 
quarters in Baltimore. Our building is just one 
part of the exciting revitalization of downtown St. Louis. 
The Edison Brothers office is connected to St. Louis 
Centre, the largest downtown enclosed mall in the 
country, where we operate seven stores. 

The company’s financial condition continues to be 
strong. Cash items at the end of the year totaled 
$47.7 million, compared with $27.2 million atthe end 
of 1984. Inventory levels were well controlled, and 
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year-end inventories were $14.0 million lower than at ___ STOCKHOLDERS’ 21.00 
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In addition to normal new store expenditures, this 
included $16.2 million for the new home office 
building. 

Two members of the board of directors have retired. 
E. L. Jeffryes, executive vice president and general 
sales manager of Edison Brothers Shoe Stores, retired 
early in 1986 after more than 44 years of outstanding 
service. His leadership was a key element in the 
company’s expansion into major Eastern markets 
and in the hiring and development of many of the 
company's executives. 

Louis G. Melchior, vice president-finance and 
treasurer, retired in December after ten years with 
Edison Brothers. He provided strong and experienced 
financial leadership during a period of growth and 
change for our company. 

Lee G. Weeks joined Edison Brothers in December, 
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succeeding Mr. Melchior as vice president-finance. 
Mr. Weeks has been named corporate controller and 
has been elected to the board of directors. He 

had been a group vice president for Armco Inc., a 
diversified steelmaker, and chief financial officer prior 
to that position. 

Four vice presidents of Edison Brothers Shoe 
Stores have retired: Sam Alton, merchandise con- 
troller, retired after 47 years: Ben Borus, director of 
purchasing, after 34 years; Robert B. Higginbotham, 
buyer, after 43 years; and A. Henry Kramar, buyer, 
after 18 years. 

Two assistant vice presidents of Edison Brothers 
Shoe Stores also retired: George R. Edwards, 
manager of the Wilmington distribution center, after 
37 years, and Hy Labovitz after 40 years. 

The invaluable contributions of these six officers 
to the development of our people, systems, and 
strategies will continue to influence our company for 
many years. 

Edison Brothers now has approximately 17,300 
regular and part-time employees on a seasonal 
average basis. Salaries and wages totaled $151.1 
million in 1985 compared with $146.9 million in 1984. 
The company paid taxes in 1985 of $32.9 million. 

While sales gains in 1985 were not as strong as 
we had hoped, increases in December and since the 
beginning of 1986 are encouraging. The profit 
improvement that began in the fourth quarter is 
expected to continue in 1986. In the Edison Brothers 
Shoe Stores division, revised and diverse marketing 
strategies, including new approaches to pricing, 
promotion, and store presentation and expanded 
ranges of exclusive brand lines, are expected to 
contribute to this improvement. 

We are not at all satisfied with 1985's return on 
our stockholders’ investment, and we are taking the 
aggressive steps we feel necessary to achieve the 
desirable level of return that has been provided during 
most of Edison Brothers’ history. 


Chairman of the Board President 


St. Louis, Missouri, February 19, 1986 





SHOE STORES 


EDISON BROTHERS SHOE STORES 


Sales were down in the Edison Brothers Shoe 
Stores division for the year, but encouraging increases 
that began in December have continued into spring 
of 1986. Operating income was down as a result 
of the sales decrease. 

The shoe fashion picture offered the customer little 
excitement in 1985. There was not much incentive 
to purchase more than wardrobe replacements. Plain 
pumps continued to be the most prevalent dress 
shoe influence. In the casual shoe area, low booties 
performed very well, but there was lower demand 
for boots and sport shoes. Consumer interest in 
evening shoes, tintables, and aerobic exercise shoes 
was not strong enough to overcome the lag in 
buying of other types. 

Fashion direction for 1986 promises more variety, 
however. Spring shoe presentations, with their 
emphasis on color, new styling treatments for pumps 
on all heel heights, and softie constructions, are 
stimulating sales. 

1985 sales also were affected by the increased 
intensity of competition in the lower price ranges. 

Markdowns were higher than anticipated because 


of the sluggish sales environment, but shoe inven- 
tories were well controlled. 

Late in 1985 this division announced a major 
reorganization of responsibilities in order to provide 
each of its chains with its own direction and man- 
agement. This independence will permit each store 
group to develop and refine a specific approach to 
a more precise market niche. For example, the 
Burts chain now has expanded its “Why Pay More?’ 
concept to all of its stores. This concept emphasizes 
lower prices and fewer separate price points. 

Each chain is now directed by its own president, 
general merchandise manager, and general sales 
manager. Henry Pasch, formerly a general merchan- 
dise manager, was named president of Bakers/ 
Leeds. George Savage, formerly a general merchan- 
dise manager, was named president of Burts and 
Leased Departments. Andrew E. Newman was named 
president of Chandlers. Lester Cherry, formerly a 
divisional sales manager, was named president of 
The Wild Pair. The chain presidents report to 
Andrew E.Newman, who was also named chairman 
of the division. 

The 39 Joan Bari accessories boutiques, which 
had been part of this division, have become part of 


the Fashion Conspiracy division. 

Edison Brothers Shoe Stores continued to develop 
the strength of its retailing team through its long- 
standing policy of promotion from within. During the 
year, 231 of the division's employees were promoted 
to store manager, 4 to regional manager, and 15 
to home office and other executive positions. 

The division opened 17 stores and closed 39 in 
1985, for a year-end total of 1,212 in operation. 


GUSSINI SHOE STORES 


Sales in Gussini comparable stores were down for 
the year and sharply down in the second half, 
compared to modest gains in the 1984 fall period. 
The division showed an operating loss for the year. 

Gussini’s disappointing year was attributable 
primarily to poor sales. However, higher-than- 
expected markdowns and shrinkage also contributed 
to the unsatisfactory results. Gussini was affected 
by the same lackluster fashion climate that influenced 
sales of other popular-price fashion shoe retailers 
last year. Sales losses were aggravated by inventory 


|Wide wan AT) al LY 
Shoes 2+ yee 
——— y , 





shortages in certain types of footwear that were in 
brisk demand. 

The stresses of rapid growth affected this division's 
sales. From early 1984 until the end of 1985, the 
number of Gussini stores has more than doubled; 
since early 1983, it has multiplied five-fold. 

Strong expansion in 1985 served to establish 
positions in new markets as well as deepen penetra- 
tion in existing markets. The purchase of the 29 
Shoe Tree stores provided locations in a number of 
cities in the Southeast. Including these, 105 new 
stores were opened and 4 were closed. A total of 
230 Gussini stores were in operation at year-end. 

During 1985, Gussini developed new systems and 
built its organization to keep pace with its growth. 

In addition, new merchandise information systems 
will provide more accurate information on inventory 
positions and merchandise needs. Merchandise 
buying and operations staffs have been strengthened 
during the year to prepare for future growth. 

For 1986, this division is committed to meeting 
the challenge of returning to satisfactory levels of 
sales and profitability. 





APPAREL STORES 


Edison Brothers Apparel Stores sales increased, 
but operating income was off slightly from the record 
levels of 1984. Income approximated 1984's in 
5-7-9 Shops. Fashion Conspiracy's loss was sub- 
stantially trimmed (exclusive of real estate gains). 
Income declined somewhat in Jeans West/Oak Tree. 
Gross margins improved in the apparel divisions. 
Weak comparable-store sales and the administrative 
expenses involved with moving into the new head- 
quarters building offset these gains, however. 

All three divisions underwent major organizational 
changes at the end of 1984. After a disappointing 
spring 1985 fashion season, sales and operating 
income improved sharply in the fall as these organi- 
zations matured and fashion became more dynamic. 


Jeans West/Oak Tree again achieved record 
sales in 1985. Operating income declined somewhat 
for the year. In the spring, sales suffered by com- 
parison with the spring of 1984, when nylon pants 
and other slick fad fashions were creating significant 
extra sales. Early 1985 did not offer this level of 
fashion excitement. Operating income for that period 
also was affected by unusual clearance activity. 

During the fall of 1985, however, Jeans West/Oak 
Tree began to see a resurgence of fashion interest 
in casual dress-up coordinates (derived in part 
from the popular Miami Vice television program), 
sweaters, and oversize print jackets. Sales and 
operating income for this period were considerably 
higher than fall 1984 levels. 





5-7-9 Shops achieved record sales, though 
comparable-store sales declined slightly. Operating 
income was about the same as in 1984. Margins 
improved significantly. 

In this division, too, results were much stronger 
in fall than in spring. By fall, customers once again 
were able to pinpoint their desires for new specific 
fashion categories, especially floral and paisley 
prints, groups of related separates, sweaters, and 
sweater dresses. 

Fashion Conspiracy comparable-store sales 
improved in 1985, and its loss was significantly 
trimmed. While this division was profitable in the 


second half of 1985 for the first time in several years, 
management objectives have not been fully achieved. 


This division continues to show steady progress 


as its focus has been successfully shifted away from 
off-price promotions and markdowns and toward 
an emphasis on regular-price fashion merchandise. 

Early in 1986, the management of the Joan 
Bari accessories boutiques shifted to the Fashion 
Conspiracy team. These stores had been part of 
Edison Brothers Shoe Stores. 

During 1985, Jeans West/Oak Tree opened 27 
stores, acquired 30 NATCO (National Shirt Shops) 
locations, and closed 6 stores. 5-7-9 Shops opened 
20 stores and closed 5. Fashion Conspiracy opened 
1 store and closed 11. At year-end there were 490 
Jeans West/Oak Tree, 252 5-7-9 Shops, and 251 
Fashion Conspiracy stores in operation. The 39 Joan 
Bari stores have been added to Fashion Conspiracy 
since that time. 


CONSOLIDATED STATEMENTS OF INCOME 








1985 1984 1983 
(In millions, except per share data) 
IG Sale anc ue a x eee Fee ORR O Reet EU eA $808.3 $785.9 $781.7 
Cost of goods sold, including occupancy and 
DEY ING ex DENSES -..h rave tL RES Cus Be an ge kage se ee ee 539.1 D151 484.3 
Store operating and administrative expenses ............. 200.2 202.1 190.7 
Déepréciation and amortization: .. 56656 ee aa bane a keene 22:6 20.3 18.4 
Interest expense (inCOMe), Net . cia cc cee ere vee eceenens 3.9 (.2) (1.5) 
Gain on sale of real estate, net of closing expenses......... (1.6) (2.8) 
770.2 734.5 691.9 
Income from Continuing Operations before Income Taxes .. . 38.1 51.4 89.8 
Provision Tor INCOMG TAXeS..5.c45 cies pee SS bude ek HES 16.4 Via ie 43.7 
Income from Continuing Operations..................... 21d 28.1 46.1 
Income from discontinued operations (net of 
income taxes Of $3.5, $2.6, and $2.2) io. 46s sds oad os as 5.5 4.8 2.8 
GP INCOMEG os 4.24.04 chiro kse sae betes teaeee PORE OER $ 27.0 > 32.9 $ 48.9 
Per Common Share: 
Income from Continuing Operations ................... $ 2.14 $ 272 $ 4.25 
NGUINCOING s.cxcdcadelodenepasancawesge aac eee eee $ 2.66 S$ 3,19 $ 4.51 


See notes to consolidated financial statements. 


STATISTICAL SUMMARY 


(In millions, except units and per share data) 








1985/1975 
10 YEAR 
COMPARISON 1985 1984 1983 1982 1981 1980 1979 1978 1977 1976 1975 
Continuing Operations: 
+422% Units end of each year............ 2.435 2,300 2,098 2,089 2,034 1,897 1,723 1,556 1,393 1,192 1,097 
+117% NeSaleSiercitnccs seracnucecetrriet $808.3 $785.9 $781.7 $715.6 $746.1 $659.9 $607.0 $571.4 $477.0 $402.2 $372.9 
+ 10% INCOMC Macieeemas santa Satie eticoso nena PHeT 28.1 46.1 24.7 41.9 38.3 37.0 38.7 30.6 2315 19.8 
+ 13% MOtalttaXGS Es Seis ne et hee chee, 32.9 39.2 5815. 86.4 4527 45,7 Add 48:8 VSK2) S0iva= 2910 
+875% Interest expense (income), net..... 3.9 (G2) (1.5) af. alert Gh 2 ail sal 6 4 
+148% TO aSSCIS Wats waviets sent ues anon 388.2 368.2 356.4 313.1 329.0 298.1 261.3 2499 2193 172.8 1568 
+146% Kong=tenmidebtiy : 4 die nsu acs gee 66.7 18.0 21s: w2ilke. 24:3 Zito -235ro e252) ae Ou On emecirell -| 
Common stockholders’ equity 
+132% in continuing operations ........ 215.9 211.5 .220:0 “195.9 198.2 182.2 161.7 149:'6° 127-7 105-7), 93:0 
Including Discontinued Operations: 
E 159% NEtiINCOMC cs wanéce + atone nce onuns ar $27.0 $329 $489 $23.2 $43.7 $425 $444 $45.7 $36.1 $286 $23.5 
+176% Common stock dividends ......... 16.3 16.4 160 160 156 15:2 14.6 11.6 9.2 6.8 5.9 
F 81% NOtAIASSEIS# fms Ges cet ecu 388.2 473.0 489.1 4350 4446 4120 3608 333.8 292.2 2418 214.7 
Weighted average common 
= lie shares outstanding ............. 10.1 10.3 10.8 a lesa ai tes) AS alates) alals(6) 11.8 11.9 12.1 
Per Common Share: 
+ 30% Income from continuing operations. $2.14 $2.72 $4.25 $2.22 $369 $3.32 $3.20 $3.33 $258 $1.96 $1.64 
+ 34% WOta tax eer vcs tan os eon 3.24 380 540 328 456 397 886 420 814 257 2:44 
+227% DIVIdENdS a waiendet etc cwew eaters 1.60 1.60 1.48 1.44 1.38 1o2 W207 1.00 SOU ROW 49 
Common stockholders’ equity 
+174% in continuing operations ........ 21.27 2086 2056 18.09 17.56 15.83 14.09 12.90 1090 888 7.76 


Net income including 
+ 36% discontinued operations ........ 2.66 3.19 4.51 2.09 3.84 3:68 “13!84' 3393: | (3045 = 2:39 1.95 











CONSOLIDATED BALANCE SHEETS 


ASSETS 


Current Assets: 


Cec cl eee eer Lee ta at tae hiretmen ne aan ae we 
Shore terial INMVESTINIGCNIS. ch wens Ke aaka ee ea dw ea wake ae Ged was 
Werenandise INVENTONES 2...05 cen Pidsd ide Soaeerta tase oaMagas’ 
Oriel Current assets chee eae ee ee ep ee ee Shee 
Handyman current assets (less receivable from parent company 
of $29.7), net of current liabilities of $37.8 .................. 


Total Current Assets ...... ccs. esse ceeewcceen 


Property and Equipment, at cost, less accumulated depreciation and 
amortization Of $100.1 and $90.5 6 cdiiwis ch Gaede bat ewaveees 


UNC ROGUES oe 2.2 ets Ce thd ok ond as Siete okGe ta Bee SRG 
Handyman Noncurrent Assets, net of noncurrent liabilities of $25.6. . 


December 28, December 29, 


1985 














1984 





(In millions) 














UABILITIES AND COMMON STOCKHOLDERS’ EQUITY 


Current Liabilities: 


Accolints Payable; Wade. cccs2a+0e ees Seeded esnchiWhkea ewes 
Pavol Mania VecamOms ain rein ars wach any ida cae te aul Mota ang ates bee 
Ouner- accrued Expenses: 4 6. ns Sk obs 6 hoe Gaba nokda eed beens 
IMEOTNE Vanes au crn Yee aeGee sh wtatatel we Oa os aa eae ra eae 
CIMEr takeSinis sseeaeGs hae tayesicins cee bee pasate ti@eels 
IMIG MES AVEO IE: 5 asc. eae aiela moras warbotatS 14a ree ke 
Current installments of long-term debt ....................... 


Total Current Liabilities...............000.00000..000... 
LONE Ter WERE crs var Gt os tas ees ie te PLL OER ee 
Deferred Income Taxes and Other Liabilities .................... 


Common Stockholders’ Equity: 
Common stock, par value $1. i cu cs kolkadden ce ec iedabevdeoe ds 
Capital im-excess of par Valle... 0. ke ns ec ca be beaeewadewion des 
Retained earnings of continuing operations ................... 


EQUITY IN CONTINUING OPErAlIONS .2eii5- 444 se aere de de oeueeesea ee 
SC Way Malls os kos Rc eae a eae Aes MadSae eed eh a eA 


Total Common Stockholders’ Equity................... 


See notes to consolidated financial statements. 












































CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


1985 1984 1983 


(In millions) 








Additions to working capital: 
Continuing operations: 





























Net income from continuing operations .............. o Zhe $ 28,1 $ 46.1 
Depreciation and amortization: .s.2. ss<ee.04 bole we wes 22.6 20.3 18.4 
ER So ite Tee bh as Ay Mista a ter dk he ena Cs) 4.6 3.4 
Working capital provided from continuing 
CTR ONS 25 ttn barbed bak BAG 2 eked elena road Gam 2 48.1 52,0 67.9 
Working capital provided from discontinued operations 
(primarily net income and depreciation of Handyman) . . 3.3 8.6 8.9 
Working capital provided from operations........... 56.4 61.6 76.8 
Proceeds from issuance of long-term debt .............. 50.0 2.4 
Book value of property and equipment sold............. 3.0 13 
Book value of Handyman property and equipment sold ... 2.8 152 
112.2 78.4 79.2 











Reductions in working capital: 




















Expenditures for property and equipment ............... 38.5 ora 30.1 
Noncurrent assets included in Gussini purchase......... 3.9 
DIVIGENGSCCCISNE” «sic 5s Seah ohare dews Send Shee when 16.3 16.4 16.1 
Purchase of treasury StOCK. 2 oincu ee cd oe eee ee eed a eee « 21.7 63 
DONG Mel eaawes sud £5240 be te Sade tadoee neato ed oe 3.8 6.4 i 
Working capital used by or distributed to Handyman ..... 56.3 4.7 wok 
114.9 115.8 61.1 
Increase (Decrease) in Working Capital.................. $ (2.7) $ (37.4) $ 18.1 





























Increase (decrease) in working capital................... *% 7) $ (37.4) $ 18.1 
Cash provided (used) by changes within the components 
of working capital: 
Merchandise inventories .....................000000 14.0 (20.4) (7.3) 
OlnerCMrrent SSSClS fea < nace das cle ee ab awa REwee 4 (1.4) (12) 
Accounts payable, accrued expenses, and other 
CANONS ere. eB dis! te ns sy nh. odcesSn dk 1GSIAS Adler 4 BE ts RG (4.2) 56 13.8 
Income taxes Payable 2. iv cn ek hed valk nGaeoe eee Raw ROS (1.0) (14.8) 35 
handyman working Capital ....6..4.c0cceccewswedr ada 14.0 16,5 (2.9) 
Increase (decrease) in cash and short-term investments... . 20:5 (51.9) 24.0 
Cash and short-term investments at beginning of year ..... aise 79.1 59,1 
Cash and Short-Term Investments at End of Year ......... $ 47.7 e obue S 79.1 




















See notes to consolidated financial statements. 





CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS’ EQUITY 


Retained 
Capitalin earnings of 
Common excessof — continuing Equity in 
stock par value operations Handyman 
(Dollars in millions, except per share data) 





Balance at beginning of 1983................... $10.9 $185.0 $63.6 
MEET COMIC: «oak cue a wb ous BE a ee re 46.1 2.8 
Stock options exercised—7,790 shares........ $ 42 
Stock bonus distributions—18,403 shares ..... Yj 
Common stock purchased—155,945 shares.... (.2) (.9) (5.2) 
Redeemable preferred stock dividends — 
4.25 Der SNAG. 2.66. 2a 40s Sas e bed ewes oes (.1) 
Common stock dividends—$1.48 per share .... (16.0) 
Intercompany dividends and changes in 
interest-free intercompany accounts ........ (5) io 
Balance at End of 1983........................ 10.7 -0- 209.3 66.9 
| NEUINCOMO ? ca0catcn cones Be oes tear eed 26.1 4.8 
| Stock options exercised—8,644 shares........ 2 
| Stock bonus distributions—9,329 shares ...... 3 
| Redeemable preferred stock purchased — 
| Se SHAS is 3d StAlaba. each did RAeenaedemaito 4a a 
Common stock purchased— 581,313 shares .... (.6) (.6) (20.2) 
Common stock dividends—$1.60 per share .... (16.4) 
Intercompany dividends and changes in 
interest-free intercompany accounts ........ 6 (.6) 
Balance at End of 1984....................... 10.1 -0- 201.4 Pid 
3 DOCG ING Ss: a i aee cairns ees Res Gores ai eae 21:7 5.3 
, Changes in interest-free intercompany 
BOC OUMIS 35 hs Reece e OEE Ca ee (1,5) Lo 
Distribution of Handyman Corporation ........ (77.9) 
| Stock options exercised—7,157 shares........ a 
, Stock bonus distributions—8,097 shares ...... Al 2 
| Common stock dividends—$1.60 per share .... ~~ (16.3) 7 
Balance at End of 1985....................... $10.2 $ 4 $205.3 -0- 
| 





See notes to consolidated financial statements. 





NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Fiscal Year—The company’s fiscal year ends on the Saturday closest to December 31. References to 1985, 1984, and 1983 
are to the 52 weeks ended December 28, 1985, December 29, 1984, and December 31, 1983. 


Consolidation—The financial statements include the accounts of all subsidiaries; intercompany accounts and transactions have 
been eliminated. 

Short-term investments are stated at the lower of cost or market. 

Inventories—A portion of the inventories (61%) is stated at the lower of cost, principally average cost, or market, based 
principally on anticipated realizable values. The other portion (39%) is based on the retail method. 

Depreciation —Depreciation and amortization of property and equipment are computed on the straight-line basis. 

Interest Expense —For 1985, 1984, and 1983, respectively, interest expense has been reduced by (1) interest capitalized as a 
cost of the new corporate headquarters building of $1.6, $2.2, and $.5 million and (2) interest income of $.9, $1.3, and $1.9 million. 
Preopening Expenses —Store preopening expenses are charged against income as incurred. 

Investment tax credits are accounted for under the flow-through method. 

Income Per Share —Net income per common share is based on the weighted average number of shares outstanding (10,145,000 
in 1985, 10,305,000 in 1984, and 10,831,000 in 1983). Shares issuable under the stock option and stock bonus plans did 
not have a material dilutive effect on earnings per share. 


HANDYMAN SPIN-OFF —The company distributed all of the outstanding stock of Handyman to Edison Brothers stockholders of 
record as of June 24, 1985. Prior to the distribution, Handyman had been a wholly-owned subsidiary engaged in the operation of 
home improvement centers. The accompanying financial statements present the financial position and results of operations with 
the impact of Handyman segregated and condensed. No gain or loss was incurred as a result of the distribution. Handyman 
sales, which are not included in consolidated sales, were $113.5, $268.8, and $239.8 million for 1985, 1984, and 1983, respectively. 
The company has guaranteed Handyman lease obligations with a present value of $37.4 million. Management believes these obli- 
gations are secured by the value of the leases. 








PROPERTY AND EQUIPMENT eee Cost (In millions) 
life in years 1985 1984 
FAT] Clemmons cle hs ole cee $ 46 $) 5:2 
Butlin Se cyecee,& otters aust re ica Meret 50 50.9 45.2 
Leasehold improvements .......... 10-15 124.4 119.8 
Fixtures and equipment........... 5-25 80.6 67.8 
Property held under capital leases, 
principally buildings... .......... 20-50 13.0 13.0 
$273.5 $251.0 
FINANCING ARRANGEMENTS (In millions) Interest December 28, December 29, 
Rate Maturities 1985 1984 
Mortgage secured by building with 
book value of $51.7 million......... 11.85% 1990-2005 $50.0 
Promissory note, maturing serially .... . 8.63% 1986-1991 4. $ 16:5 
Capital lease obligations ............ 10.5 9.5 
Other Obligations: sss vc see cone eos haw aes 1.6 3.0 
Lon gstenMCebt wie As. dlls ace, sic nabeasel $66.7 $18.0 


| 


Future maturities of long-term debt (in millions) are $1.3, 1986; $1.3, 1987; $1.2, 1988; $1.2, 1989; and $2.8, 1990. Future 
interest payments on capital lease obligations are $11.3 million at year-end 1985. The company’s financing agreements contain cer- 
tain restrictions, including limitations on the payment of dividends and the acquisition of capital stock of the company. Retained 
earnings of $73.5 million at December 28, 1985 are free of such limitations. 


Lines of credit totaling $51.5 million were available but unused at December 28, 1985. Such lines of credit can be canceled by 
the banks without restriction. 











COMMON STOCK December 28, 1985 December 29, 1984 
Shares: 
Issued (30,000,000 authorized) ..... 13,588,135 13,572,881 
Less held in treasury............. 3,435,996 3,435,790 
OUTSTAN CINE crt crren chatted eee ace 10,152,139 10,137,091 
Stockholders of record ............. 4,600 4,800 








The 1982 Incentive Stock Option Plan authorizes the sale of 750,000 common shares to executives, including store managers. 
Plan activity is as follows: 





























1985 1984 1983 
Number of Option price Number of Option price Number of Option price 
shares per share shares per share shares per share 

Outstanding at beginning of year........ 380,716 $23.13—44.19 334,350 $23.13—44.19 263,700 $23.13 
Grantedig were ttre cl wenn cesutiess aun 141,188 19.01 —36.32 102,000 34.75 105,200 44.19 
EXerciSedhsteatth ee thie. stsers ates aie teen (7,157) 19.01—23.13 (8,644) 23.13 (7,790) 23.13 
Ganceled iia sa encucnmincen amiss c (65,007) 19.01—44.19 (46,990) 23.13—44.19 (26,760) 23.13—44.19 
Outstanding atend of year............ 449,740 19.01 — 36.32 380,716 23.13—44.19 334,350 23.13—44.19 
Shares exercisable at end of year ....... 39,483 17,716 6,817 




















At the time of the Handyman spin-off, option prices and shares were adjusted so that the benefit to each optionee did not change. 
The increase in option shares resulting from the spin-off was 70,788, which is included in 1985 grants. Cancellations in 1985 
include 39,483 option shares held by Handyman employees who received replacement grants from the Handyman stock option plan. 


Under the 1975 Stock Bonus Plan, as amended in 1980, 1,500,000 shares of common stock may be issued to executives, 
including store managers. The stock is distributable in installments from two to six years after grant, based on the excess of 
market value at time of distribution over the base price (which may not be less than 75% of market value at date of grant). 
The cost of the plan is being charged against income over the applicable six-year period. The annual charge ($300,000 in 1985, 
none in 1984, and $1.3 million in 1983) will vary depending on changes in the market price of the company’s common stock over the 
term of the bonus grants. At December 28, 1985, 30,000 shares were issuable based on the quoted market value of the common 
stock. The base prices ranged from 82% to 85% of market value at dates of grant and, at December 28, 1985, averaged $25.17. 
A total of 334,874 shares has been issued under the provisions of the plan. Stock bonus base prices and units also have been 
adjusted for the Handyman spin-off. 


LEASES — Operations are, for the most part, conducted in leased premises. A majority of leases provide for percentage rentals 
based upon sales, and other items, as additional rent. Net rental expense for operating leases, including the land portion of 
capital leases, and subleases is as follows (in millions): 


1985 1984 1983 

MinimUimieeeneticnceen ters $64.1 $55.9 $52.0 
Based upon sales........ 5.2 6.1 Tk 

Ot Elemamcstee naniects cea oeaar! 24.0 19.9 17.6 

Sublease income... .. ae (1.8) (1.1) (.8) 

1.5 $80.8 $76.2 


Future minimum lease payments required under operating leases at year-end 1985 (in millions) are $65.8, 1986; $64.8, 
1987: $61.8, 1988; $57.9, 1989; $53.8, 1990; and $518.0, total. Future minimum lease payments have not been reduced by 
minimum sublease rentals of $4.9 million due in the future under noncancellable subleases. 


PENSION PLAN—A pension plan covers employees who have met age and service eligibility requirements. Benefits under the plan 
are based on each employee's highest average compensation for any 5 consecutive full calendar years out of the last 15 years 
of credited service preceding separation. The company’s policy is to fund at least the minimum amount required by funding 
standards. 


During 1985, the company adopted Statement of Financial Accounting Standards No. 87. This change in determining pension 
expense had the effect of increasing income from continuing operations and net income for 1985 by $2.0 million or $.20 
per share. Partially offsetting this increase is the one-time after-tax cost of early retirements of $800,000 or $.08 per share, 


which is included in expenses other than pension expense. Net pension expenses of continuing operations for both 1984 
and 1983, which have not been restated, were $3.0 million. 


The plan's funded status is as follows (in millions): December 28, December 29, 
1985 1984 

Actuarial present value of accumulated plan benefits, 

including vested benefits of $42.2 and $37.0 .............., $44.4 $39.3 
Net assets available for benefits, primarily fixed 

income and equity securities at market value................ $86.0 $68.9 
Actuarial present value of projected future benefits ............ (52.9) (49.2) 
Plan assets greater than projected future benefits ............. $33.1 $19.7 


Net pension income to the company for 1985 was $1.8 million, which consists of actual return on assets in 1985, $18.1; less market 
value gains deferred from 1985 to future periods, $11.9; plus partial recognition of market value gains from prior periods, 
$1.8; less cost of 1985 employee services, $1.8; and less interest cost on projected future benefits, $4.4. 


The weighted-average discount rate and rate of increase in future compensation levels used in determining the actuarial present 
value of the projected future benefits are 9.0% and 6.0%, respectively. The assumed rate of return on assets is 9.0%. 


< 
ee 


15 





Pursuant to the spin-off of Handyman, a separate Handyman pension plan was established and $4.4 million of plan assets 
were transferred to the Handyman plan. The amount transferred represents the actuarial present value of Handyman accumulated 
benefits at year-end 1984, adjusted for activity from year-end 1984 through completion of the spin-off. 


The accounting for plan assets greater than projected future benefits is as follows (in millions): 


Dee 28, December 29, 
Plan assets not recognized in the company’s balance sheet, 
principally resulting from market value gains: 
1 SASA MOND HO leet Astetess case aisu ce ete. iyeal aie op ca cee $19.4 $21.2 
SINGORIO SA ees stare treks td ee tion sli. ce Meee eee Oana 11.9 
Pension prepayment (liability) recognized in the company’s balance 
sheet (1985 amount in accordance with FAS No.87) .......... i (1.5) 
Plan assets greater than projected future benefits ............. $33.1 $19.7 


EMPLOYEE INSURANCE BENEFITS —The company at its discretion provides medical, dental, and life insurance coverage for its 
employees. Medical and life insurance expenses were $5.8 million in both 1985 and 1984 and $5.3 million in 1983. Dental 
expenses were $500,000 in 1985, $400,000 in 1984, and $500,000 in 1983. The company recognizes the cost of these plans 
as claims and premiums are paid. 


Medical and life insurance benefits are also provided for those employees (and their survivors) who retire with 15 years of 
credited service under the pension plan. As of year-end 1985, 5,986 employees and 528 retirees and survivors participated 
in the medical and life insurance plan. Records separating benefit costs for retirees and survivors from employee participants 
are not maintained. 


Payroll taxes paid by the company primarily for social security and unemployment compensation totaled $13.6 million in 
1985, $13.5 million in 1984, and $12.3 million in 1983. 









































INCOME TAXES 1985 1984 1983 
Reconciliation of federal statutory rates to effective income tax rates: 
Federalicorporate: Statutorvrate: ae cee gcse a nse oie = renee 46.0% 46.0% 46.0% 
Increase (decrease) in taxes resulting from: 
State and local income taxes, net of federal income tax benefit... . . 4.3 3.6 37 
[nvestmentitaxecrediist see asec tute een iecee sae tn eee eee ees (4.7) (3.1) (.8) 
MiscellaneOusiitemSieamtcvse cant carte cinerea cee re ersistenne (2.6) (1.2) (.2) 
Actialstaxeex Dense yr csur.. ee susnc.+ «asa eects a auc meee ecu 43.0% 45.3% 48.7% 
Components of deferred income tax expense (in millions): 
Accelératedidenreciationeas.csmm yocniy ce awe ona aot arenes | $3.7 $1.9 $ 8 
Rrepay MentSstOntrUSStxeeutmei tat eater cieatcin ena ara eenaarescre 4.5 (1.6) 1.6 
Rensionaincomex(FASHNOSO7)) = oar manacic cdeusnia cece serene 9 
OTH GT RRR aos cect sccet einai a cea he na NE i a ak 125 eh) Al 
DefenredtincomertaxtexpenS@in, sec stain weavoeiee se eee asec year $10.6 ay $3.1 
Investmentitaxecredits (inimillions)i: <3. c mc cere sce a abs we awn ee $ 1.8 $1.6 Se 
BUSINESS SEGMENTS (In millions) _ Expenditures for 
Depreciation property, equipment, 
Sales and amortization and capital leases 
_ 1985 1984 1983 1985 1984 1983 1985 1984 1983 
Footweaie a6 se. se ae oe $527.7. $513.8 $539.7 $13.7. $12.2 = $10.5 $21.1 $35.6 $18.5 
AD Darel nei ives ean ether 280.6 272.1 242.0 8.9 8.1 7.9 14.4 18.6 11.0 


$808.3 $785.9 $781.7 $22.6 $20.3 $18.4 $35.5 $54.2 $29.5 

















Operating profit Identifiable assets Retail operating assets 
1985 1984 1983 1985 1984 1983 1985 1984 1983 
FOOtWEadtganiuns. 7 yetay seeucratn $20.9 $26.1 $69.1 $266.9 $259.6 $253.8 $226.4 $222.5 $238.9 
AND parelieee, eatin as. nnne 26.1 30.0 23.8 121.3 108.6 94.5 90.0 78.2 71.0 
47.0 56.1 92.9 388.2 368.2 348.3 316.4 300.7 309.9 
Discontinued operations... .. . 104.8 140.8 64.5 83.8 
Interest expense ........... (4.8) (1.1) (.4) 
Corporate expense.......... 41 ali) (3.6) (27 ) 

















$388.2 $473.0 $489.1 $316.4 $365.2 $393.7 
Income from continuing operations 


before income taxes ....... $38.1 $51.4 $89.8 Retail operating assets consist primarily of current assets, 
— | _-_=——— leasehold improvements, and fixtures and equipment. 





Adoption of FAS No. 87 in 1985 reduced pension expense and increased operating profit by $3.5 and $.5 million for the footwear 
and apparel segments, respectively. Partially offsetting this increase is the one-time cost of early retirements which reduced 
footwear operating profit by $1.5 million in 1985. 


Operating profit includes pre-tax gains on sale of real estate of $1.1 million (footwear) and $.5 million (apparel) in 1985 and $2.8 million 
(apparel) in 1984. 








REPORT OF ERNST & WHINNEY, INDEPENDENT AUDITORS 


Stockholders and Board of Directors 
Edison Brothers Stores, Inc. 
St. Louis, Missouri 


We have examined the consolidated balance sheets of Edison Brothers Stores, Inc. and subsidiaries as of December 28, 1985 and 
December 29, 1984, and the related consolidated statements of income, common stockholders’ equity, and changes in financial 
position for each of the three years in the period ended December 28, 1985. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 


In our opinion, the financial statements referred to above present fairly the consolidated financial position of Edison Brothers 
Stores, Inc. and subsidiaries at December 28, 1985 and December 29, 1984, and the consolidated results of their operations 
and changes in their financial position for each of the three years in the period ended December 28, 1985, in conformity with 
generally accepted accounting principles applied on a consistent basis except for the change, with which we concur, in the method 
of computing pension expense as described in the notes to consolidated financial statements. 


tare v Wilimcre, 
St. Louis, Missouri 


February 19, 1986 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL INFORMATION 


Management is responsible for the integrity and objectivity of the financial statements and other information included in this 
annual report. The financial statements have been prepared in conformity with generally accepted accounting principles. Infor- 
mation that is not subject to objective determination has been developed based upon management's best judgment. 


The company maintains accounting systems that management believes are sufficient to provide reasonable assurance of reliable 
financial statements and to maintain accountability for assets. These systems are supported by careful selection and training 
of qualified personnel. The extent of internal accounting controls implemented must be related to the benefits derived, and the 
balancing of the cost of controls to the benefits derived requires management's estimates and judgments. The system is tested 
and evaluated by independent certified public accountants and internal auditors. 


The Board of Directors has established an Audit Committee, which is comprised totally of members of the board who are not 
employees of the company. The committee meets with the independent auditors, internal auditors, and representatives of manage- 
ment to discuss auditing and financial reporting matters. Both the independent auditors and the company’s own internal auditors 
meet with the Audit Committee, with and without management representatives present, to discuss the scope and results of their 
examinations, the quality of financial reporting, and the propriety of management’s conduct of the business. 


Manaverent is committed to conducting its business affairs in accordance with the highest ethical standards and in conformity 
with the law. 


We 


——-- 


FINANCIAL REVIEW 


FINANCIAL CONDITION—Cash and short-term investments increased $20.5 million in 1985 to a year-end balance of $47.7 
million. During the year, the company received $50 million in financing for the new headquarters building. Assets spun-off 
to Handyman included $29.8 million in cash. Capital expenditures totaled $38.5 million, including $16.2 million to complete the 
new headquarters building. Dividends declared in 1985 totaled $16.3 million. 


Merchandise inventories are well controlled, having been reduced 9.8% from year-end 1984 to year-end 1985. 


Seasonal changes in working capital requirements are generally financed through the commercial paper market. Bank lines of 
credit of $51.5 million were in effect at year-end. Management considers working capital to be adequate for normal business 
growth and for foreseeable contingencies. 


OPERATING RESULTS —At the end of 1985, the company was operating 2,435 stores, an increase of 135 over year-end 1984. 
In 1984 the increase in stores was 202. 


Sales increased 2.9% in 1985, following a 0.5% increase in 1984. Results in 1984 and 1985 were disappointing, particularly in 
the footwear segment, because the women’s shoe fashion picture did not offer sufficient excitement to cause customers to buy 
more than basic wardrobe replacements. In contrast, sales and income from continuing operations both were at record levels 
in 1983. 

Cost of goods sold, including occupancy and buying expenses, as a percentage of sales was higher in 1985 (66.7%) than in 
1984 (65.5%) primarily as a result of increased occupancy expenses. Cost of goods sold in both years was higher than in 1983 
(62.0%) primarily because of markdowns taken in response to the disappointing sales. There was a slight improvement in 
markdowns in 1985. 

Store operating and administrative expenses as a percentage of sales improved slightly in 1985 (25.5%) in comparison to 1984 
(25.7%), following an increase in 1984 over 1983 (24.4%). 


Despite a 5.9% increase in new stores, the seasonal average number of employees was held level at 17,300 in both 1985 and 
1984, an increase from 16,900 in 1983. Salaries and wages increased only slightly from $146.9 million in 1984 to $151.1 
million in 1985. In 1983, salaries and wages were $141.5 million. 


The company paid taxes of $32.9 million in 1985, $39.2 million in 1984, and $58.5 million in 1983. 





QUARTERLY INFORMATION Quarter 
(In millions, except per share data) Ist ond 3rd Ath Fiscal 
(16 weeks) (10 weeks) (13 weeks) (13 weeks) Year 
1985 1984 1985 1984 1985 1984 1985 1984 1985 1984 
Ned ca bGite AM e ea eerie ane $214.8 $220.5 $147.7 $139.3 $199.2 $196.7 $246.6 $229.4 $808.3 $785.9 
Gostofisalesa een Sean merc os: 144.0 139.2 100.1 90.0 129.5 29:2 165.5 156.7 539i) Sb 
Income from continuing operations ....... 1.9 10.4 17 4.2 6.5 6.2 11.6 7.3 21.7 28.1 
NGtINCOMGMexcda. cr terres Mey seme gts tee 4.6 10.0 43 5.6 6.5 8.9 11.6 8.4 27.0 32.9 
Earnings per share: 
Continuing operations............... 19 .98 oy Al 64 61 1.14 He 2.14 2ui2 
N@tINGOMTE! 4 ive cer tn scien tes nis artis 46 94 42 54 64 88 1.14 83 2.66 3.19 
Actual common stock market price: 
Cement e e A Le ree 37.50 43.00 37:63 39:75 38.25 ~~ 36.75 34.38 35.25 38.25 43.00 
LOWS saralen Shen tecc ton heteas Rice seoves ae eee 31.50 35.75 34.13 33.75 31.00 33.13 31.38 . 32/50 31.00 32.50 


Pro forma common stock market price 
(adjusted for Handyman spin-off): 


Fie Me eaireecds done cace eae ts A. neon eee 30.41 34.87 30/52, 32.24 32.75 29.80 34.38 28.59 34.38 34.87 
MGW) se rcscds an cert eaetee ter eten a ease ve, sree! 25.55 28.99 27.68 27.37 30.51 26.87 31.38 = 26.36 25:55) = (26:36 
Dividends percommon share ........... 40 40 40 40 40 40 40 40 1.60 1.60 


Gains on sale of real estate, net of 
closing expenses and taxes: 


Continuing operations............... 1.9 dl 1.1 1.9 
NetiNnCOMG tener ete ae 2.6 1.9 13 ila! 15 5.0 3.4 
Increase in income from continuing operations 
and net income over amounts previously 
reported as a result of adopting FAS No. 87. . . J AS) 6 


The company’s first quarter contains 16 weeks so as to include consistently the effect of Easter sales in that quarter. 


Pro forma common stock market price (adjusted for Handyman spin-off) is 81.1% of the actual common stock market price through July 1, 1985. This 
percentage represents the relationship of the Edison Brothers market value to the combined Edison Brothers and Handyman market value on July 2, 1985, 
which was the first day both stocks traded separately. 


Edison Brothers Stores, Inc. common shares are listed on the New York Stock Exchange. 
Transfer Agent: Fidata Trust Company, New York, NY 10004 Registrar: The Chase Manhattan Bank, New York, NY 10015 

















SUPPLEMENTAL INFORMATION ON CHANGING PRICES (UNAUDITED) —The following disclosure is required by the Financial 
Accounting Standards Board (FASB) in an experimental attempt to report the tmpact of inflation using a ‘current cost” method 
and is not a comprehensive application of inflation accounting. During the experimental period, the FASB is focusing on those 
items it believes to be most affected by changing prices, that is: (1) inventories and properties and related cost of goods sold 
and depreciation expense, and (2) monetary assets and liabilities. 

Inventories and properties are calculated at current cost (rather than historical cost) at the balance sheet date; cost of goods 
sold is based on current cost at the date of sale, and depreciation is computed on average current cost for the year. A 
substantial part of footwear and apparel inventories is high fashion merchandise; therefore, it would be difficult for the company 
to replace specific merchandise on hand. However, if the company could replace specific merchandise, current cost and cost 
of sales would approximate historical costs. 

For home improvement merchandise held prior to the spin-off of Handyman, current cost of inventories and cost of sales were 
computed using indexes developed in the company’s LIFO computation. 

The current cost of owned buildings and property held under capital leases was determined, for the most part, by applying 
current square footage costs to the replacement square footage of the applicable properties. The estimated current cost of 
footwear and apparel store properties is based on the current cost of smaller prototype stores the company is opening today, 
adjusted as necessary for stores with selling capacity greater than provided by a prototype store. The current cost of most other 
properties was determined by applying appropriate external indexes to the historical costs of appropriate narrow classes of 
assets. Current cost depreciation is based on the average current cost of properties held during the year. 

The depreciation method and useful lives are the same as those used in preparing the primary financial statements. No 
adjustments to or allocations of the amount of income taxes have been made. 


SUPPLEMENTAL STATEMENT OF INCOME FROM CONTINUING OPERATIONS 
ADJUSTED FOR INFLATION ACCOUNTING CALCULATIONS (UNAUDITED) 
For the Year Ended December 28, 1985 


(In millions) 

Income from continuing operations as reported in the income statement .................... $21.7 
Depreciation and amortization adjustment to restate costs for the effect of required current 

COOPER OM MME CENONEWOIS 5 So ee Sala Gas ns d a dee ete a ded ondcueouluece (8.0) 
Income from continuing operations adjusted for changes in currentcost.................... $13.7 
Purchasing power gain from holding net monetary liabilities during the year... .... toe Bach a, $ 46 
Increase in current cost resulting from the application of indexes to current cost 

of inventories and properties held during the year* ....... fs ha i OT et A $11.2 
Less effect of increase due to required CPI inflation calculations . NAM Rta csr Sic a vcore MA 15.4 


Excess of increase due to required CPI inflation accounting calculations over increase in 
current cost resulting from the application of indexes to currentcost..................... 42 


*“At December 28, 1985, current cost of inventory was $129.5 (historical amount—$129.5) and 
current cost of property, equipment, and property held under capital leases, net of accumulated 
depreciation, was $223.1 (historical amount— $173.4). 


FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTAL FINANCIAL DATA 
ADJUSTED FOR INFLATION ACCOUNTING CALCULATIONS (IN AVERAGE 1985 DOLLARS) (UNAUDITED) 


(In millions, except per share data) 
\y Ny 
1985 1984 1983 1982 1981 
IndexedinetisaleScnsnciaessen tae cue aie ceasitene $808.3 $814.0 $844.0 $797.5 $882.5 
Current cost information: 
Income from continuing operations ........... 137 20.8 41.7 19.6 42.5 
Income from continuing operations 
DEIMCOMMONS ale wewhisin ss ese arm 1.35 2.01 3.85 1.76 3.74 


Excess of increase in inventories and properties 
due to required CPI inflation calculations over 
increase in current cost resulting from the 


application of indexes to current cost........ 4.2 df 6.5 5.1 15.8 
Netfassetsjativeatendere-ssn metic oui. ci. 262.5 371.6 400.5 384.7 401.7 
Purchasing power gain from holding net monetany 
liabilities during the year .......... : . 4.6 46 4.0 4.9 11.5 
Indexed cash dividends per common share........ 1.61 1.66 1.59 1.62 1.66 
Indexed market price of common shares at year-end. . 33.58 34.08 44.33 30.17 28.62 
Average consumer price index................. 322.2 SHE 298.4 289.1 272.4 


we 
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